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Abstract 
This study aims to examine determinants of operating lease policies (i.e. financial constraint, asset value, growth, and firm’s size), 
and the impact of constructive capitalisation of operating lease towards company’s financial ratios. The finding shows that all 
determinants except financial constraints influence operating lease policies but most of operating leases is explained by factors other 
than the economic determinants. To restrict the abuse of operating lease that mislead users of financial statements, then operating 
lease should be capitalized. This study also finds that operating lease capitalization significantly impacts firm’s financial ratios 
which are useful in decision making. 
© 2015 The Authors. Published by Elsevier Ltd. 
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1. Introduction 
The rapid growth of leasing as a mean of funding prompts the accounting standard to move dynamically. In 2006 
International Accounting Standard Board (IASB) and Financial Accounting Standard Board (FASB) form a joint 
project to revise accounting standards for leasing. As a result Exposure Draft: Leases were issued in August 2010 and 
revised in second quarter of 2013. In the latest exposure draft IASB and FASB suggest capitalization of assets and 
liabilities arising from company leasing activities (Biondi, et al., 2011). Previously, operating lease payment is 
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categorized as an expense even though it substantially results in continuing liability for both lessor and lessee, as 
opposed to liability that ends in one accounting period as an expense, because lease normally runs for more than one 
year.  
Accounting standards offer flexibility to managers in choosing accounting method that best reflects economy in 
which the company operates. Unfortunately managers use the flexibility to maximize profits to managers or their 
companies, for example managers’ strategy to reduce reported debts in balance sheet by reporting it as operating lease. 
The choice of accounting method that is not based on real economic condition produces biased and misleading financial 
statements. Accounting standards that require capitalization of lease is expected to reduce the possibility of managers’ 
manipulation of operating lease policy, which is categorized as off-balance sheet debt.  
Cornaggia, Franzen, and Simin (2012) have tried to prove that operating lease activity can be explained by theoretical 
determinants. If operating lease activity cannot be explained by theoretical determinants, then there is a great probability 
that managers have the incentive to use operating lease as off-balance sheet item to hide company debts. The theoretical 
determinants that can explain operating lease are financial constraints, marginal tax rate, asset value, company growth 
opportunity, company size. But their study finds that operating lease activity is better explained by factors other than 
theoretical determinants, namely debt contracts that limit company debts and capital expenditure, ownership of shares 
by institutions, and companies listed as companies that give misstatement and fraudulent financial reports.  
 Research performed by several previous researchers in economic determinants that can explain the use of operating 
lease (Slotty, 2009; Eisfeldt & Rampini, 2009; Kim & Kung, 2011; Cornaggia et al., 2012) yield mixed results. Other 
researchers (Imhoff, Lipe, & Wright, 1991; Beattie, Edwards, & Goodacre, 1998; Bennet & Bradburry, 2003; Lückerath 
& Bos, 2009) performed test to prove whether capitalization of operating lease can significantly alter financial figures.   
Beattie et al. (1998) found evidence that operating lease used by companies in the U.S. affected financial ratios 
significantly. The impact was not merely change of numbers, but also on investor’s decision, market value, cash flow, 
and managerial behavior. Study by Lückerath and Bos (2009) concludes that fair comparison of financial performance 
among firms cannot be performed if operating lease is not capitalized because firm financial ratios do not reflect the 
real financial condition. The finding supports previous studies (Imhoff et al., 1991; Beattie et al., 1998; Bennet & 
Bradburry, 2003) that prove that capitalization of operating lease affects financial ratios which significantly affect 
decision making. 
Referring to studies by Cornaggia et al. (2012) and Lückerath and Bos (2009), this study aims to test whether 
theoretical determinants can explain the choice of operating lease and whether capitalization of operating lease affects 
comprehensive financial performance. If financial ratios before and after capitalization of operating lease differ 
significantly, the information of operating lease is meaningful and useful in decision making. By using data from 
companies listed in Indonesian Stock Exchange, this study aims to give additional evidence to support previous findings 
on theoretical determinants of operating lease, and to give important suggestions on the benefit of capitalization of 
operating lease in decision making. 
2. Literature Review and Hypothesis Development 
Long-term lease activities tend to possess characteristic similar to long-term debt, i.e. it results in obligation to pay 
based on non-cancellable agreement (Schroeder, Clark, & Cathey, 2011). Financing by leasing is opted by companies 
as favorable funding alternative due to its advantages, especially: 1) financing by leasing is cheaper compared to other 
funding methods (such as purchasing assets or taking a loan from banks), 2) Leasing gives tax benefit because firms 
can capitalize and depreciate leased assets to reduce taxable income, 3) Operating lease can be used as an off-balance-
sheet financing so that it can increase company performance in financial reports.  
For lessee, the benefit of lease might be used to avoid recognition of liability in balance sheet, known as off-balance-
sheet financing. The purpose of using off-balance financing is to make the balance sheet more attractive to investors, 
and this is more prevalent in the last few decades (Kieso, Weygandt, & Warfield, 2011). The issue of off-balance sheet 
financing is closely related to the principle of substance over form. Substance over form itself is a concept in which 
transactions and events are recognized and reported in accordance to economic reality as opposed to their legal forms 
(Mukherjee & Hanif, 2003). The reason for applying substance over form principle to asset is if ownership becomes 
the benchmark for asset recognition, there will be numerous assets not reported in balance sheet. This is not limited to 
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assets but also to liabilities and equities in a company, in which all transactions resulting in commitment in the future 
that must be honored by the company are liabilities.  
Many previous studies tested for tax factor as managers’ consideration in favoring operating lease to fund assets. 
Smith and Wakeman (1985, in Zhang, 2011) made a list of variables other than tax that affected decision for lease. 
Afterwards studies shift focus from tax aspect of lease. This study does not include tax variable but test for the effect 
of other economic determinants on operating lease decision. 
2.1. Economic Determinants of Leasing  
Lease is more attractive to firms with financial constraints. In such conditions a firm cannot increase borrowing or 
equity to purchase asset, thus lease can be a favorable funding alternative because lessor can give greater credit limit 
than other creditors. Conforming to the theory, several researchers (Eisfeldt & Rampini, 2009; Beatty, Liao, & Weber, 
2010; Zhang, 2011) finds that companies with financial constraints tend to opt for taking a lease rather than borrowing 
to purchase an asset.  
Some fixed assets have certain specific values in a transaction. A specific asset is an asset that has greater value 
significantly in a specific transaction than in other transactions (Klein, 2010). An example of specific asset is custom-
order machines, and if these machines are then sold to other buyers then the return on this asset is lower because the 
machines may not meet buyer’s specifications. The decrease of the return on asset is due to usefulness of the asset to 
another user which in turn determines resale value of the asset (Kim & Kung, 2011). 
From managerial point of view, specific assets hamper flexibility in business operation especially in time of 
distressed economy. Specific assets also hinder irreversibility, namely firm’s ability to recover the fund used in 
acquiring asset due to illiquid nature of specific assets. Based on these reasons it is predictable that a firm in need of 
specific asset will acquire it via lease, which transfer the problem of reselling the asset to lessor (Berk & DeMarzo, 
2007). Studies by Cornaggia et al. (2012) and Kim and Kung (2011) find that lease is increasingly favored by companies 
acquiring specific assets although there are ongoing theories suggest otherwise, namely lease is more often used as a 
method to acquire generic or non-specific asset rather than specific asset.  
Growth and firm’s size are the two indicators often used in economic research to determine firm’s characteristics. 
According to Rampini and Viswanathan (2013), small growing companies will have funding difficulties so that they 
substitute lease for asset investment. When the company starts to generate profit and net assets, then it will expand and 
start to invest. Growing companies structure their debts as low as possible (in Slotty, 2009) so that they will utilize 
operating lease to acquire their assets in order to fulfill investment need but not to avoid reporting debts.  
Small companies, unlike large firms, have difficulties in obtaining external funding by issuing shares. Asymmetric 
information in small companies makes obtaining external funding difficult and costly (Graham, Lemmon, & 
Schallheim, 1998). Leases help small companies solve this problem and at the same time provide cheaper funding 
alternative (Sharpe and Nguyen, 1995; in Graham et al., 1998). Companies with high growth will attempt to expand in 
order to increase their sizes; one way to achieve this is by taking a lease and allocate internal fund for expansion purpose.   
H1:   Financial constraints, asset value, growth, and firm size are economic determinants that affect operating 
lease decision. 
2.2. Operating Lease Capitalization  
Current accounting standards require companies to disclose financial obligations resulting from non-cancellable 
operating leases (IAS17, SFAS13, and Indonesian GAAP: PSAK30). Managers take advantage of operating lease 
method to hide liabilities in balance sheet in order to make the financial statements more attractive. They believe that 
rented assets which are recorded as financing/capital lease will negatively affect financial position, increase the 
probability of company violate debt covenants, reduces compensation paid to owners of companies, decrease rate of 
return and quality of debt to equity. These impacts make the company less attractive to potential investors (Kieso et al., 
2011).  
The abovementioned reason makes managers reluctant to capitalize lease transaction and choose operating lease. 
From cash point of view, these two methods do not differ significantly, thus there is ongoing debate on capitalization 
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of lease commitment. Previous studies in America (Imhoff et al., 1991), United Kingdom (Beattie et al., 1998), and 
New Zealand (Bennet & Bradburry, 2003) showed that capitalization of operating lease into balance sheet greatly affect 
accounting ratios. If accounting ratios are main input in decision making, then this will affect decision made by users 
of financial statements. This is the relevant information criterion in decision-usefulness as defined in International 
Accounting Standard Board (IASB, 2013).   
Previous studies (Imhoff et al., 1991; Beattie et al, 1998; Bennet & Bradbury, 2003; Lückerath & de Bos, 2009) tried 
to prove that constructive capitalization of operating lease affected decision making. Constructive capitalization 
requires estimation of debts and assets to be reported in balance sheet if operating lease is treated as financing lease 
from the beginning of lease period (Imhoff et al., 1991). Nelson’s study (1963, in Imhoff et al., 1991) was the first study 
to test the impact of capitalized lease to accounting ratios. The study aimed to determine whether capitalization would 
make the ratios more meaningful and whether decision making would be improved. The study showed that information 
on operating lease was a relevant in decision making and capitalizing lease increased financial statement reliability.  
The results of Nelson (1963) are supported by Imhoff et.al. (1991). Using data on companies in the United States, 
study by Imhoff et al. states that capitalizing long term material operating lease is required before performing accurate 
evaluation. Beattie et al. (1998) finds that capitalization of operating lease significantly affects profit margin ratio, 
return on assets, assets turnover, and leverage of companies in United Kingdom. Bennet and Bradbury (2003) find 
evidence that capitalization of operating lease not only negatively affects leverage ratio, but also reduces liquidity and 
profitability of companies in New Zealand. Lückerath and de Bos (2009) add the result by testing whether information 
on operating lease is reported in accordance to rules in financial accounting standards, whether the information is 
meaningful, whether main accounting ratios are affected significantly and whether the information is adequately 
reported. The study shows that capitalization of operating lease significantly affects leverage ratios but not profitability 
of companies in Netherland. Moreover all accounting ratios have significant impact on company’s rank before and after 
capitalization.  
 
H2: There are significant differences in financial ratios before and after capitalization of operating lease. 
3. Research Method 
Data used in this study is secondary data obtained from 343 companies listed in Indonesia Stock Exchange (IDX) 
for the period 2008-2011. Final sample of 19 companies is obtained by eliminating numerous companies that do not 
take operating lease or do not disclose operating lease commitment continuously during the observed period (Table 1). 
 
                                 Table 1.  Procedure of Sampling Companies 
Descriptions Companies 
Public firms listed in ISE that report audited financial statements 
Less:  
343 
Firms issue financial statements using currency other than Rupiah (12) 
Companies that do not take operating lease or do not disclose operating lease 
commitment continuously during 2008-2011 
 
(305) 
Companies that do not disclose annual future lease payment for the next 5 years (7) 
Observed Companies  19 
 
Two models are developed to test the before mentioned hypotheses. Model 1 is a multiple linear regression model 
to test factors that affect activity of company’s operating lease. Consistent to study by Cornaggia et al. (2012), the 
following formula is used to measure activity of operating lease of a company: 
 
5
0
1
   
1
t
t
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Oplease MLP
RentExp
TFV K 
  ¦  
Oplease is Operating lease scaled by company’s total value, TFV is total company’s value, i.e. Total Assets – Book 
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Equity + (Price * Shares Outstanding) + Oplease, MLPt is minimum lease payment for year t (t = 1, 2, ..., 5), Kd is 
cost of capital. 
Economic Determinants: 
 Financial constraints Financially constrained companies are companies that are not capable of obtaining external 
funding for their investing purpose. Due to this incapability financially constrained companies tend to use operating 
lease method to finance their fixed assets (La Cava, 2005). Measurement of companies’ financial constraint is 
based on financial constraints measurement method in Zhang (2011), formulated as follows: 
0.592 1.747 0.357 0.025FCIndex CashFlow Leverage FirmSize FirmAge      
where cash flow is the ratio of operating income and depreciation to book value of total asset at the beginning of 
year. Leverage is the ratio of book value of long-term debt to book value of total asset in current year. Firm size is 
the natural log of total asset. Firm age is the length of time firm listed in stock exchange.  
 Assets Value The more specific an asset is, firm tends to lease rather than buy the asset. Consistent with Cornaggia 
et al. (2012), assets value is measured as the ratio of net property, plant and equipment to book value of total assets.  
 Company Growth is measured by using the market to book value ratio. Higher ratio means better financial 
performance of the firm which results in higher probability of growth. The formula used to measure market to book 
value ratio is consistent with study by Cornaggia et al. (2012) is given by  
 
ܩݎ݋ݓݐ݄ ൌ
ሾܶ݋ݐ݈ܽܣݏݏ݁ݐݏ െ ܤ݋݋݇ܧݍݑ݅ݐݕ ൅ ሺܲݎ݅ܿ݁ ൈ ݄ܵܽݎ݁ݏ݋ݑݐݏݐܽ݊݀݅݊݃ሻ ൅ ܱ݌ݎݐ݈݁ܽݏ݁ሿ
ܶ݋ݐ݈ܽܣݏݏ݁ݐ ൅ ܱ݌ݎݐܮ݁ܽݏ݁  
 
 Firm Size. Small firms that still experience difficulties in funding tend to lease to acquire assets. The indicator 
used to measure firm size is the natural logarithm of total assets. 
Hypothesis Test 
Model 1 in this study aims to test the impact of financial constraints, asset value, growth, and firm size to operating 
lease activity. Multiple linear regression analysis is used with the following formula: 
 
0 1 2 3 4Oplease FCIndex AssetValue Growth SizeE E E E E     ò  
 
Oplease is Operating lease scaled by firm’s total value, FCindex is financial constraint index, AssetsValue is ratio 
of fixed asset to total asset, Growth is firm growth, i.e. market to book value ratio, and Size is the firm size, i.e. natural 
logarithm of total asset. We expect the coefficient E, E2, and E3 to be positive, while E4 should be negative.   
Model 2 aims to test the impact of capitalization of operating lease on firms’ financial ratios. The comparative model 
examines the change of firms’ financial ratios in the sample before and after capitalization of operating lease (Table 2). 
If there were significant change, then it can be inferred that disclosure of information on operating lease is meaningful 
and useful in decision making because financial ratio analysis is used as consideration in investors’ decision making. 
The hypothesis will be tested by using paired sample t-test if data is normally distributed or Wilcoxon test if data is not 
normally distributed. 
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          Table 2. Observed Financial Ratios 
Financial Ratios Before Capitalization After Capitalization 
Net Profit Margin (NPM) ܲݎ݋݂݅ݐ݂ܽݐ݁ݎݐܽݔ
ܶ݋ݐ݈ܽݏ݈ܽ݁ݏ  
ܲݎ݋݂݅ݐ݂ܽݐ݁ݎݐܽݔ ൅ ݄ܿܽ݊݃݁݅݊ܰ݁ݐܫ݊ܿ݋݉݁
ܶ݋ݐ݈ܽݏ݈ܽ݁ݏ  
Return on Equity (ROE) ܲݎ݋݂݅ݐ݂ܽݐ݁ݎݐܽݔ
ܶ݋ݐ݈ܽݏ݄ܽݎ݁ܿܽ݌݅ݐ݈ܽƬݎ݁ݏ݁ݎݒ݁ 
ܲݎ݋݂݅ݐ݂ܽݐ݁ݎݐܽݔ ൅ ݄ܿܽ݊݃݁݅݊ܰ݁ݐܫ݊ܿ݋݉݁
ܶ݋ݐ݈ܽݏ݄ܽݎ݁ܿܽ݌݅ݐ݈ܽƬݎ݁ݏ݁ݎݒ݁ ൅ ݄ܿܽ݊݃݁݅݊ܧݍݑ݅ݐݕ 
Return on Assets (ROA) ܲݎ݋݂݅ݐ݂ܽݐ݁ݎݐܽݔ
ܶ݋ݐ݈ܽܽݏݏ݁ݐݏ  
ܲݎ݋݂݅ݐ݂ܽݐ݁ݎݐܽݔ ൅ ݄ܿܽ݊݃݁݅݊ܰ݁ݐܫ݊ܿ݋݉݁
ܶ݋ݐ݈ܽܽݏݏ݁ݐݏ ൅ ܸܲܣ  
Total Asset Turnover (AT) ݈ܵܽ݁ݏ
ܶ݋ݐ݈ܽܽݏݏ݁ݐݏ 
݈ܵܽ݁ݏ
ܶ݋ݐ݈ܽܽݏݏ݁ݐݏ ൅ ܸܲܣ 
Debt to Total Assets (DAR) ܶ݋ݐ݈ܽܾ݀݁ݐ
ܶ݋ݐ݈ܽܽݏݏ݁ݐݏ 
ܶ݋ݐ݈ܽܾ݀݁ݐ ൅ ܸܱܲܮ
ܶ݋ݐ݈ܽܽݏݏ݁ݐݏ ൅ ܸܲܣ 
Debt to Equity (DER)  ܶ݋ݐ݈ܽܾ݀݁ݐ
ܶ݋ݐ݈ܽݏ݄ܽݎ݁ܿܽ݌݅ݐ݈ܽƬݎ݁ݏ݁ݎݒ݁ 
ܶ݋ݐ݈ܽܾ݀݁ݐ ൅ ܸܱܲܮ
ܶ݋ݐ݈ܽݏ݄ܽݎ݁ܿܽ݌݅ݐ݈ܽƬݎ݁ݏ݁ݎݒ݁ ൅ ݄ܿܽ݊݃݁݅݊ܧݍݑ݅ݐݕ 
Times Interest Earned (TIE) ܲݎ݋݂݅ݐܾ݂݁݋ݎ݁ݐܽݔܽ݊݀݅݊ݐ݁ݎ݁ݏݐ
ܫ݊ݐ݁ݎ݁ݏݐ  
ܲݎ݋݂݅ݐܾ݂݁݋ݎ݁ݐܽݔܽ݊݀݅݊ݐ݁ݎ݁ݏݐ ൅ ݅ כ ܸܱܲܮ
ܫ݊ݐ݁ݎ݁ݏݐ ൅ ݅ כ ܸܱܲܮ  
Current Ratio (CR) ܥݑݎݎ݁݊ݐܽݏݏ݁ݐݏ
ܥݑݎݎ݁݊ݐ݈ܾ݈݅ܽ݅݅ݐ݅݁ݏ 
ܥݑݎݎ݁݊ݐܽݏݏ݁ݐݏ
ܥݑݎݎ݁݊ݐ݈ܾ݈݅ܽ݅݅ݐ݅݁ݏ ൅ ܸܲሺܥܨଵሻ
 
         Source: Lückerath and de Bos (2009) 
4. Results 
Result of descriptive statistical analysis (Table 3) shows that the mean ratio of operating lease to firm total value to 
be 0.007. This value is lower than the mean of operating lease in study by Cornaggia et al. (2012) which is used as a 
reference value by this study. Mean value of assets of observed firms are 0.32103, higher than the mean of that of 
companies in the United States (0.289) studied by Cornaggia et al. (2012). This indicates that companies in Indonesia 
in this study is less likely to use operating lease as alternative funding method or companies with operating lease do not 
fully disclose the information.  
                                        Table 3. Summary Statistics 
Variable Minimum Maximum Mean Standard Deviation 
Operating  Lease .00006 .0630 .008 .011 
FCindex -14.330 -8.790 -9.779 .744 
Asset Value .006 1.362 .322 .246 
Growth .410 7.250 .1. 416 1.044 
Firm’s Size 25.160 32.75 27.338 1.602 
Valid N (listwise) 76    
 
Test result of Model 1 (Table 4) shows that the multiple linear regression model can be used to explain operating 
lease variables, i.e. financial constraint level, asset value, growth and company size significantly affect operating lease. 
Test result of impact of each variable on operating lease indicates that only asset value, growth, and size significantly 
affect operating lease, while financial constraint level is not. The result is not consistent with the proposed hypothesis 
and cannot support previous studies by Zhang (2011), Slotty (2009), and Eisfeldt & Rampini (2007) which states that 
financial constraints positively affect operating lease activity. Possible explanation to this result is that financial 
constraint is not a deciding factor in decision to choose operating lease. Companies might still be able to find alternative 
funding method so that lease is not an attractive method to acquire assets. Other possible explanation is inaccuracies of 
financial constraint measurement so that financial constraint might not be able to explain financial friction or 
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misspecification of model (Whited, 2006). Among the 3 significant variables in Model 1, the result of asset value 
indicates that asset value is negatively related to operating lease, this suggests that companies with non-specific assets 
tend to use operating lease (Krishnan & Moyer, 1994).  
The second model of this study aims to test the impact of capitalization of operating lease on financial ratios. 
Normality test on data (Table 5) shows most variables except ROE, ROA, DAR are not normally, thus Wilcoxon test 
is used. The result of Wilcoxon test (Table 6) shows that there is significant difference between median values of 
financial ratios before and after the capitalization of operating lease. All financial ratios except return on equity ratio 
are significantly different before and after capitalization of operating lease. The test result supports the proposed 
hypothesis and previous studies (Imhoff et al., 1991; Beattie et al, 1998; Bennet & Bradbury, 2003; Lückerath & de 
Bos, 2009). 
Ratios with negative change are return on assets, assets turnover, times interest earned, and current ratios. These 
are consistent with the purpose of off balance sheet financing where managers take advantage of operating lease method 
to hide liabilities off balance sheet so that financial position and performance of companies seem better. 
                              Table 4. Summary of the Regression Output 
 Expected Sign Coefficients t-value Significance 
(Constant)  .094 4.855 .000 
FCindex + .001 .469 .641 
Asset Value + -.009 -2.092 .040 
Growth + .002 2.332 .023 
Firm’s Size -        -.003 -3.293 .002 
R Square  .291   
Adjusted R Square  .251   
Significant F  .000   
           Table 5. Result of Normality Test for Model 2 
Financial 
Ratios 
Asymp. Sig.  
(2-tailed)  
Kolmogorov-
Smirnov 
Distribution of Data Financial 
Ratios 
Asymp. Sig. (2-
tailed)  
Kolmogorov-
Smirnov 
Distribution of Data 
NPMpre 0.004 Not normal DARpre 0.655 Normal 
NPMpost 0.004 Not normal DARpost 0.688 Normal 
ROEpre 0.088 Normal DERpre 0.004 Not normal 
ROEpost 0.089 Normal DERpost 0.003 Not normal 
ROApre 0.183 Normal TIEpre 0.000 Not normal 
ROApost 0.183 Normal TIEpost 0.000 Not normal 
ATpre 0.003 Not normal CRpre 0.000 Not normal 
ATpost 0.004 Not normal CRpost 0.000 Not normal 
Note: NPM = Net Profit Margin, ROE = Return on Equity, ROA = Return on Assets, AT = Assets Turnover, DAR = Debt to Total Assets,  
DER = Debt to Equity, TIE = Times Interest Earned, CR = Current Ratio, Pre = pre-capitalisation, Post = post-capitalisation 
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 Table 6. Difference of Median of Financial Ratios Before and After Capitalization of Operating Lease 
Financial 
Ratios 
Median 
 Before  
Median  
After  
Change Percentage of 
Change 
z-value Sig. 
NPM 3.4372 3.44298 0.00578 0.168% -3.598 0.000 
ROE 9.0927 9.0929 0.0002 0.002% -1.657 0.098 
ROA 3.7458 3.7393 0.0065 -0.174% -4.437 0.000 
AT 1.0479 1.0452 -0.0027 -0.258% -7.574 0.000 
DAR 59.2795 59.3369 0.0574 0.0097% -7.486 0.000 
DER 160.4622 160.5995 0.1373 0.086% -6.037 0.000 
TIE 3.3814 3.3689 -0.0125 -0.370% -7.093 0.000 
CR 1.4046 1.4023 -0.0023 -0.164% -7574 0.000 
Note: NPM = Net Profit Margin, ROE = Return on Equity, ROA = Return on Assets, AT = Assets Turnover, DAR = Debt to Total Assets,  
DER = Debt to Equity, TIE = Times Interest Earned, CR = Current Ratio 
5. Conclusion and Suggestions 
Based on the test results of model 1, the study finds evidence that economic determinants affecting firms’ decision 
to choose operating lease are value of owned fixed asset, growth level, and firm size. Most of operating lease activities 
is explained by factors other than those used in this study. The result is consistent with the findings by Cornaggia et al. 
(2012), it concludes that if operating lease activity cannot be explained by economic determinants, then there is a 
possibility that managers have the urge of taking advantage of operating lease as off the balance sheet to hide company’s 
debt.  
Based on the test results of model 2, the study finds that constructive capitalization of operating lease significantly 
affects company’s financial ratios. The outcome states that capitalization of operating lease is relevant information in 
economic decision making, on the other hand if operating lease is not capitalized then the relevancy of financial ratios 
will render financial statements biased thus mislead users of financial statements. The results support findings by 
Lückerath and de Bos (2009) which shows significance difference between financial ratios before and after 
capitalization of operating lease. This indicates that firms are not comparable when operating lease is ignored and 
certainly unfair for non-leasing firms. Comparability among companies and relevancy of accounting ratios become 
problematic when operating lease is not capitalized.  
From these findings and conclusion of research, regulator and standard setters are expected to extend the scope 
regulations by requiring companies to disclose their operating lease in entirety. Requiring companies to disclose 
alternative cost of borrowings and remaining life of lease portfolio will increase the benefit of information on operating 
lease in decision making. Moreover voluntary disclosure of present value of lease commitment in notes to financial 
statements can reduce accounting practices that hide debts and reduce bias that erode reliability of financial statements. 
Furthermore rules related to operating lease must be enforced and monitored for compliance.  
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